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Control Structure Law Protection and Dividend Policy
——A Comparison Research on Listed Firms in Hong Kong and A Markets
ZHAO Zhong-wei
( School of Economics Peking University Beijing 100871 China)

Abstract: Our paper takes an agency perspective as a starting point for explaining dividend policy across in—
land and Hong Kong. Dividends signal the severity of the conflict between the large controlling owner and small
outside shareholders.

Both control structures and law environment of protection may influence on dividend policies of listed compa—
nies. Based on the ownership structure we introduce control structure. Control structure reflects the separation of
cash flow right and voting right and decides the arrangement of control rights. So we think that it is control struc—
ture that plays a key role on dividend policy. Beside control structure an important consideration in investigating
the agency conlflict role of dividend is governance provided by legal mechanism protecting the interests of minority
shareholders.

Investor protection turns out to be crucial because expropriation of minority shareholders by the controlling
shareholders is extensive. The legal approach to corporate governance holds that the key mechanism is the protec—
tion of outside investors through the legal system meaning both laws and their enforcement. There are differences
in legal investor protection between inland and Hong Kong markets.

We examine the influence of control structure and legal protection on dividend policies of listed companies in
inland and Hong Kong markets using a time-series cross—sectional data set. The period of study spans 2007
to 2009.

Our study shows that the firms with control structure of balanced majority will pay out more than the ones with
control structure of sole majority and contingent minority. Dividend is the result of investor protection so we find
that Hong Kong local firms will pay out more than inland firms and the dividend of Red Chip and H stocks is high—
er than the one of A stocks and lower than the one of Hong Kong local stocks. We also find that Hong Kong local
firms will pay out more than inland firms under every kind of control structure. The dividend policies of Chinese
firms in the Hong Kong market are influenced by both factors of inland and Hong Kong markets. It show that one
side cross-isting acts as a bonding mechanism to the governance of the Chinese firms; on the other side the gov—
ernance of the Chinese firms is weaker than Hong Kong local firms.

In order to mitigate the agency conflict between the controlling shareholders and the minority shareholders in A
market it is necessary to strengthen the investor protection in both laws and their enforcement.

Key Words: control structure; law protection; dividend policy; Hong Kong Market; A Market
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